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EASIER SUBSTITUTE FOR MERGERS AND ACQUISITIONS 

EGICALL 
PR;OPEL INDUSTRY 

PRODUCT 
EXECUTIVE SUMMARY: 

~?,&ib mergers and acqtiisitions grab the headlines, a variety of strates:c alliances - 
ranging from co-marketing, to joint ventwes, minority equity alliances to cmsortizlms 
- are a more common mean5 for companies to leverage thnselves in the mar&et-lace. 
The resarlts? Fhster time to market and higher returns. 

H 
ardly a day goes by without the completion of a inctcasc thar amount by 11 percent. RCkCI:‘as a percent of sales of 
suategic sillianae in the prercripton drug indus- research-&d c~mpanks is gn.kngannuq&. Ln 1999 it was 20.8 
try, in f&CT, there were 674 pharmaceutical percent of S&S. In 1990 ir wan 16.2 per-r and in 1980 it w 
alliances~ounccdin1998,nearlythmerimes oilly 11.9 percent. 
&e numl$er of mergers and aquisitim &at This investment twpk~ payback, and s~tegic allian= are one 

took place. F&cen of these @aIs were valued at more than $100 
million. In 1999 the numbeq of k&ted pharmaceutical alliances 

~toarpeditcthis,Useofauiancesis~asammnstohelp 

was 602, as compiled by Wmdhover In.formation* 
companies increase the number of new c+mical entities (NCE) 
they de&lop, and speed the time needed d bring them to market. 

The pharmaceutical industty is under pressure to increase the 
number of major new drugs bmught to market and it fkes rising 

One study by Andexson Consul@ tepo~ that leading phatma- 
ceutical cxmpanics plan to triple the num&cr of NCEs brought to 

cosrs in doing so. U.S. cqnpanics invested $20.1 &i&on in market this year and reduce the rime need:;for approval from over 
research in 1999, according WI PhRMA. -‘This y”r it is ~cpecnd M nine years to 6.5 years by 2003. 



Many of the present-day major bkxk- 
buster products were de&loped and or 
marketed through research, development, 
licensing, and co-p’omotion alliances. We 
can expect more. 

Erilc Rule, partner at Pricewaterhouse- 
cooper predicts that this year %rge phar- 
maceutical companies will dedicate as 
much as 30 percent of their R&D arpen- 
ditures to external partnetships. It5 a way 
of doing business.” He defined an allianu 
as any situation when there is an explicit 
agreement to leverage combined resources 
to achieve competitive advantage. 

There are basically four types of 
zdlianm. The advantages and formats of 
each were analyzed in the 1999 report 
‘High Performing Strategic Alliances’ by 
Pricewaterhouse. 

Shalegic alliances 
Cooperative partnerships~ are the most 
popular alliances. Rather than needing a 
separate enterprise, they take the form of 
virtual oiganizations, acco$ing to Rule. 

Theseitlliancestendtof&nsonindivid- 
ualprojecrs such as co-marketingandprod- 
uct svqq new n2chnoalogy fbr resean+ 
improvement, or development of an NCR. 
They are relatively fast, 9 and economi- 
cal -askmgasstruauresandgoalsare 
defined at the outset, said the monograph 

It is clear that ailianT can lead to 
mergers and acquisitions, as exemplified 
by the headhne-creating :Pfizermamer- 
Lambert relationship. 

At a atiml Strategic Alliance 
Conference in New Y&k two years 
ago, WarnerLambert’s President of the 
Pharmaceutical Sector, Anthony H. Wdd, 
Ph.D., detaikd the origin of the Lipitor 
and Rezulin deals. Today ;ar &se compa- 
nies merge, Lipitor will hoxrne an all- 
Pfizer product and Rat&n is off the 
market But in 1997, su$essfLl strategic 
alliances were developed for these products 
with the idea of transforming the f&ue of 
Parke-Davis, wild said. The idea material- 

ized, as both drugs became blockbusrers. 
“Our relatively small size limited our com- 
mercial presence; our main competitors 
included some of the largest companies in 
the industry How could we maximize the 
opportunities?” he asked. The answer was 
working with one or more partners. 

A global launch of Lipitor was the 
biggest challenge. It woukl be the ii& 
statin introdd, going up against Zocor, 
Pravachol, Lescol, and Mevacor, In seeking 

a partnen Wdd said, potential c&dates 
were Evauated against several criteria, 
irhding cacdiavvcula experrise, absena 
ofcomPetitive issues, strong GP sales fbrce 
+qG iinanda strengcht &M p- 
en* track record of sucxessfid product 
laun&p and record ofsucc&ul collabora- 
tion with partners. Not much lefr out, but 
to this list was added “personal and organi- 
zatimlal them*” 

As the world knows, the ar&ver was 
PI&r. Wdd explained rhat it was a long- 
termarrangement+withaseamlesscollabo- 

ration on marketing promotion, and sales. 
The deal was stru&ured to provide incen- 
tives for success. The efIixtiveness of that 
structure became *dent as one motivating 
factor in Pfizer’s u&anted takeover bid fbr 
Watne-Iatnbert. 

Concurrently, Warner took another 
strategic approach to co-promote Rezulin. 
It formed a joint venture with Sat+. The 
dealgaveSankyo&eadypresenceinthe 
U.S. with an experienced partner. A full 
sales fb-ce was tf+&shed through outside 
hiring, an added benefit for Parke-Davis. 

Rezulin proved &ghly succes&l as well, 
though controve~ because of deaths 
from liver toxicity _In 1998 worldwide sales 
were $748 million;; but dropped 10 percent 
last year to $625 qilliob under use restric- 
tions hm the FD& Warner-Iambert took 
thedxugoffthe~marketthisMarch21 
under pressure #ioh the FDA 

“There is no s&ret golden formula for 
success,” Wdd sai(?, though he had six rec- 
ommendations f%a successful partnetship. 
Healsowarnsthatitisrelati~yeasyto 
idenrift the poiutets but &r more difficult 
to put them into I&actice. 

Thisformof&&eisafrequentoccur- 
rence. In today% qm&e&g climate, indus- 
try analysts say, laqrh ofa major new drug 
requires a field fbme of at least 3,000 mpre- 
sentatives - mea than most companies 
can assign to one~pnxiuct. The goal is to 
achkve a higher level of revenue more 
quickly and mamtain a peak level longer 
(see High Compression Marketing, 
MdidMWng &Mcdia, March 2000, 
p. 66). The field +ce needed is achieved 
through auianus. 

There are my refent examples of 
strategic aEance& March, Bristol-Myem 
Squibb announ$ed that it would co- 
promote its new&uuibioti~ Tquin, with 
S&ring-Plough &r respitatory infections. 
S&&g-Plough #as experience in the res- 
piratory, allergy, a$d immunology markets. 
Bristol will fixlxdon primary care. Knoll 
Pharmaceutical atmounced a co-promotion 



agteement with Abbott Laboratories fix its 
opioid and ibuprofen combinadon pain 
product Bzoprofkn. =The& is to lever- 
ageourrespecdveorganizaf;ionasmngths, 
according to IholL Under the agreement, 
Abbott will ptomote the aklgesic m mar- 
kets in which it is strong i hospital-based 
physiciaus, emergency rooms, and surgical 
centers. Knoll will handle the officcbaxd 
practitioners. These are just tw0 exampks, 
dlereaRmauyodlem, 

Joint venturw 
This type of ahiance requires fkmation of 
a stand-alone opera&g ccyrqmy with au 
explicit business strategy and organization. 
In the opinion of Pricewa~rhouse partner 
Rule, it helps partners fbcus on the goah of 
the company. it can be set up to provide 
the Uabiky benefits of a corporadon and 
he tax benefits of a partnership. 

Asua-Merck is a prime &ample of rhis 
type of alknce. A 50-50 joint veuture of 
the two companies, it had~exchrsive rights 
to develop and marker n&t Asrra com- 
pounds. It was most imp*ivt in sufxess- 
fi&y matketing irs first product Prilosec, 
moving it kom a so-so launch by Merck to 

the world’s hugest selling pl;esuption drug. 
The company has uuderg&e a number of 
changes in cmporate identity and is now 
AsuaZeueca. No refledoq on its previous 
marketing skills. 

I%armauucicais, as explained by Eric Rule. 
The heyat collabontcion wili seek m 
develop ribozyme use m v&date tbempeu- 
tic targets and ribozymsbased therapeutics 
m treat a variety of diseases. 

Scheringind$5 millioninR&uqme 
Pharmaa&caboverthefimyearandwill 
provideloansof$2n&onaunuaUyduriug 
the couabonuion. Ribozyme also receives 
$10 million in research fimding and fees, 
up to $35 million in esmed milestone pay- 
mems, and royalties on all products arising 
fkom the ahiauce. 

Minority equity aliionces 
Usually, a major pharmac&ilca company 
takes a minority equity position in a 
biotechuology firm to share technology 
and joint development of prochxrs. The 
alliance is a source of capital for a biotech- 
nology compau~ particularly One without 
mdeted pmducm, as vekure investors 
moved to Iuternet stodrs hr the past two 
yeats. It is a source of ph+maceuticak or 
techuology pladbrms thar speed scmening Ribozyme also has established partner- 
and discovery br the drug firm. ships in target validation with C&iron, 

A typical example is the relationship Warner-Lambert, Pharmacia Biatech, 
between Schering AG wd Ribozyme and ALZA. 

Research outreachqwograms 
Sidney Laurel, pr+ident and COO, Eli 
Li@hasusedwha~hec&dtheemerging 
cuhute of k:to r&went R8tD fipm 
deal makhlg to partnership impiementa- 
don. The recngiseeting of research and 
development through partnerships has 
reducedthetimeirrhaiffiomdrugdevel- 
opment to world market& from 4,800 
days co 2,400 days. 

Tkurd was a heynote speaker at the 
Pharmaceutica&t@gyAhianmCombreuce 
two years ago in I++w York, sponsored pri- 
marily by Wind&over Information and 
ccmmunitech~ketIutdtigetlce.calling 
the new approach @$xamh without walls, 
Taurel said “at Lilly we are blind to sources 
in Klliug research afld development needs.” 
At the time LiUyhad alibces with ten 
companies devel+ug technologies for 
swcening, genomks, proteins, and delivery 
systems. It partner+ with six companies in 
seeking productive tatgets and useful mol- 
ecules involving p2uroscience, three in 
endocrine dkasesi and other companies in 
ocher theraptiti~areas. The number of 
auiauces has grown she. 

TaureI was l&g for higher probabih- 
ties of success, get&g to mark faster, low- 
ering dcvelopmeru costs, iortger drug life 
cycles, and fewer compedtors~ As an exam- 
ple of the ahiaucestra~, Zyprexa got to 
market 18 month( eadierthau planedwith 
a resukiug iuc~ in ROI. 

Most companies in the iudustry follow 
the philosophy of~umnuciug some aspects 
of their research &eds while i&using on 
core competencid iu house. As a result, the 
indtntry saw aU&xes in I998 such as 
Bayer Ikensing ~~ennillm5 genomic- 
based drug discokry technolo~ a $465 
million deal. IC&I Ikensed exchuive rights 
tofbutRochedru@foratotalof$179miL 
lion. Eli Lilly &d Ices $75 million up 
front to estabh+an anti-impotence joint 
venture. The list &KS on. 

This past Ma&h, Regsneton Pharma- 
ce.uticals entered~:iuto cohaborarion with 



Medarex to discover, develop, and eommer- 
&l& human antib& ‘as thetapeutics. 
Regeneron will eonrributc’ its expertise in 
discovering and charaaerizing proteins as 
dmg tatgas, and Medatex will eonuibute 
its rechnology to create fi.@ human anti- 
body pmduns for those tatgers. 

Consortiums 
This organizational sttucture involves par- 
tieipation of several companies, usually to 
form a development group. A dearly 
de&ted set of objectives and operating 
plan ate needed for success. The owncr- 
ship is spread among the p&xicipating pat- 
ties and the cost is well defined and 
eompatativcly low. I 

An example: Ten of the world’s tap 20 
pharmaceutical companies formed a con- 
sortium last year to suppott the major ini- 
tiative of mapping the human genome. 
Each company contributed $3 million, 
and the W&meTrust provided a gram of 
$14 million, for a total of&44 million to 
cover a two-year period. The eonsottium is 
working in conjunction wi+ the U.S. gov- 
ernment’s Human Genome Project and, 
unlii most industry endeavors, the 
LYesearch usulcs will be nlflde public (see 
“How Competing Drug Companies ate 
Goopetating to Develop New Gene 
Therapies,” Mirdicrrl Ma&&g & MC&U, 
August 1999, p. 68). 

Many alliances underperform 
The majority of alliances meet or exceed 
expcetations. But 25 to 35 percenr were 
described by company executives qucs- 
tioned as “underperformers.” It is the 
human dcment rather thank technical abili- 
ties responsible Ibr less-that-satisfactory 
tesulcs, according to Prieewaterhouse. It 

ners, and poor alllanec leadership or inte- 
gration. Trustworthiness, timess, and 
follow-through on deal commitments were 
corded ro be the most important traits 
by survey respondents in considering 
poteacialallianaparalcrs. 

Partnerships fbr development of new 
drugs generally fblknv a Cxmihat seer&o. 
Usually a smaller, high-tceh company dis- 
cavets new technology. It is too risky br 
the small dcvdopmcnt company to go it 
alone. The Iinaneial tisk involves the need 

suveyed 111 executives, via pmsidents 
and above, mostly from pharmaceutical for money fbr launeh~ infrastructure, etc. 
and biorech companies. Thea is a la& of in-house expertise, 

Difl&enc,es in partner cuhures was the Ramp-up requites high fixed costs that 
top reason ibr alliance f&rcs. Other fic- lead to limited or no profitabilIty during 
tars were incompatible obj@ves of part- catiy years of sales. 

The wmmerci~tion altemativrs au 
relationships with; latge pharmaeeutieal 
companies, our-licx@ng the new teehnol- 
ogy for a royalty :@r co-promotion for a 
ptofir sham. “Ifa b+ company gets to keep 
50 percent of the p&its in a pharmaceut- 
cal company eo-pmmotion ammgemmt, 
even after taking & the R&ED risk, that’s 
aboutasgoodas$tgets,“saidLouisG. 
Lange, M.D., Ph.D., &airman and GE0 
of CV Therapeutics (CVI), an intetna- 
tionally teeogni7edexpert in the molecular 
mc&nismsofea&liovase&rdiseascThe 
result is limited $mhu ereation in the 
biouch company @Jr reseamh or develop 
-t P”gnms. 

Lange took a $iEetent approach. He 
madeanalliena~~Quinriks,thelargesc 
clinical tcscar& organ&ion in the world, 
and its Innovcx &ion, a sales and mar- 
keting otf?pkci+. Aaolding to Lange+ 
Quinciles eomplc+ more clinical trials, 
NDA Slings, and produet launcher in 
1998 than any o+t company. It had rev- 
enues of $1.2 billion. 

Innovcx curren$y has 2,700 sales peo- 
plc, the sixth larg@ U.S. field f&e as of 
last year. It has exp&nee selling seven cat- 
di~CLLiaCproduto,WhiChiSwhatCVT 
isdcveloping. 

The ptoduet is tanolazinc) an organic 
nictace for prcven$ng and ttcating angina 
peetoris, which ajvorks di&rcntly from 
other drugs in t&e category. It improves 
metabolism rathct than dilating vessels. 
The present n&ate ptoduets inelude 
imdut from Key Phatmaceutieal and 
Isordil fbm Wjxt&Ayetst. 

Imdur was use&as bcnehmark for dcvcl- 
aping tanolazlne @keting. It is fbr angi- 
na only, used &ne ot in eombinatlon. 
Imdur is the number-one selling, long- 
acting niuate, w& a 40 percent market 
share. Annual sdi& in the U.S. total $250 
million and &wc&an 100 field tcptesen- 
tacivcs sdl the pK&let. 

Ranolazine marketing will focus on 
8,000 mrdiolo@ and related physicians, 



requiring approximately 75-100 sales reps. 
RermGng prescriirs wil! !be targeted and 
reached with medical edu+on matedais, 
adverrisinp;, and direct mail. 

The terms of cvI”s “so@ion” are &or- 
able. QuinWInnovex @ prode and 
manage a dedicated sales force and fund 
odder s&s and marketing expemes. The 
value is more than $110 m&on, subject to 
uxraiomilestones.ThesaIesf&eanbe 
retainedby CVTattheendofrheterm. 

Innovex will receive up to one-third of 
U.S. revenues for five years, and a royalty 
fix two more years. Since industry ‘best of 
class” costs for sales and m+eting is 20- 
25 percenr of revenues, rhe additional 10 
percent paymenr of revenue to Innovex 
still leaves CVT with 90 .percenr of its 
profit on a 50/50 splir, mg&ess Of sales. 

CVT also receives from Quint&s an up- 
front equity, loan at NDA f&ng, and mile- 
stone at approval. 

RanolazineisnowinPhaseIIItrials, 
having completed one trial with 175 
patients. It is now e.nroUing patients in a 
second one. An NDA is expected to be 
filed next year. 

The arrangemmr is for US. only so thar 
CVT can lictwe ranolazine & Europe The 
innovative relationship with a CROJCSO 

gives cvr substantial i?llancing worth 
more than $125 million, vakdation by a 
world leader, and acxpisidon of a deciicar- 
ed sales fbrce. nc company wiil have no 
fixed sales or marketing expemes, sigt& 
candy reducing commercial&don rii 
The ranolazinc profit margin is 50 percent. 

When push comes to performance 
“New alliances are being fbrged wirh 
increasing speed to leverage clinical 
resources and market reach,” in the 
words of an Executive Briefing from 
Anderson Consulting. Wistoricall~ the 
top 15 pharmaceutical companies have 
delivered one NCR to market a year. . . . 
Pewer than 25 percent of new products 
exceed $500 miihon in peaks saIes, a 
common target br an acceptable return 
on R&D investments.” Under ptesenr 
day economic circumstances, that busi- 
ness model is unacceptable. 

A speed-up in avemge time to ma&et is 
one expectation of large pharmaceutical 
compaoies, acxding to the Anderson 

lessen the early clinicsi cycle time in 
Phases I and IIa ,by one-third, from 35 
months in 1998 to 24 mollths in 2003. A 
faster full chnicai development and m&a- 
tory cycle is expfmd to reduce the 44 
months time span= in 1338 to 37 months 
in 2003. One result would be an improved 
makeup of the in+stry~ composin port- 
fblio in filrure yeah. 

Theprojected+narioincr&etaverage 
revenueperNCR@om$GO0to$G40mil- 
hon. SigmIimnt improvement in Phase I 
resldtsinKheoveddlcliuicdsuccessrate, 
from a historic lO~t0 1.1 up to 10 to 2.1. 
Companiesexpect~incmasethenumberof 
NC% brought to market from one to tkee 
th+arandtofbt&mnuaUyby2#8. 

Given this ne~deveiopment and mar- 
keting model2 a@ances promise to be 
needed and fiui& ‘The new model 
will require *.. avariety of parmerships 
where c&&oration and sPeck&ation add 
unique v&e,” the&n&on report stares. 

“Development organix&ons will align 
with their comme&al colleagues to take 

reporr. In 1998, the average time i&n 
assigningacodetoacompoundtofirllreg- 
ulatory approval was about 110 months, or 
nineyears.J%istimeframeistzxpecdto 
decmase KO 78 months (6.5 years) this year, 
and to 5.6 yeats in 2008. 

Impmved screening of drug candidates 
and eariier elimination of dotibtfirl com- 
pounds shot&l bring a major reduction in 
the discove~lpmcbnimt period from code 
assigutnenr KO first dose in humans, &om 
28 months in 1998 to 16 months in 2003. 
Exmecutives questioned say they seek to 

advantage of web+ased vertical ahiances. 
. . . Business deveIopmcnt will play an 
increasingly impoi@ult role in in-licensing 
development compounds. . . . S&n&a& 
coilaborative patuxwships will develop and 
validate innovati+ rtwdmds which enable 
earlier, improved selection of compounds. 
And netsourcing s@ce pmviders wiil sig- 
nificantly increasea* efiicicn~ by which 
clinical trial data ,&e collected and man- 
a&XL” That CoVeKs~~d the bases. a 


